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EDITORIAL DEPARTMENT NOTE 


In the N. A. C. A. Bulletin for September 1 of this year, we pub- 
lished an article by A. B. Gunnarson on the Federal Social Security 
Act. Much interest was manifested in this article and, in spite of the 
extra supply ordered, the issue was soon exhausted. Since that date 
many of our chapters have had regular and special meetings devoted 
to consideration of federal and state social security legislation, and 
the accounting problems likely to arise thereunder. At many of these 
meetings new records for member attendance and interest were estab- 
lished. The interest in social security legislation and the accounting 
problems involved is so great at the present time that we are pub- 
lishing another Bulletin on the subject. 

As the first article in this issue, we are publishing an address by 
A. B. Gunnarson, which was delivered recently before our Bridgeport 
chapter and in Boston at a joint meeting of the Massachusetts Society 
of C. P. A.’s and the Boston chapter. From his location at Wash- 
ington with the Chamber of Commerce of the United States, Mr. 
Gunnarson has been able to obtain first-hand information on current 
developments, and his analysis of the effects of this Federal legislation 
on business costs will be found most informative. Mr. Gunnarson is 
a graduate of the University of Minnesota and the Harvard Gradu- 
ate School of Business Administration and has taught accounting 
and economics at both institutions. Prior to his association with the 
the Chamber of Commerce of the United States, he was employed in 
Minneapolis, first with a flour milling company and later with a chain 
store group. Mr. Gunnarson is a member of our National Board, and 
is at present serving as Director in Charge of Research. 

Our second article is by A. Van Court Miller, Chief Accountant 
of the New York Herald Tribune, and is of special interest because 
of the inclusion of the instructions and forms so recently made public 
by the New York State Administration. Prior to his association 
with the Herald Tribune, Mr. Miller served as Treasurer of the 

. C. Haartz Co. in New Haven, Controller and Assistant General 

anager of the Ansonia Clock Co., and Auditor and Assistant Secre- 
tary of the Morse Dry Dock Repair Co. of Brooklyn. He is an As- 
sociate Director of our New York Chapter and President of the Insur- 
ance Buyers of New York. 

In addition to these two papers, we are presenting in this issue 
illustrative pay-roll and employee record forms developed by J. S. 
Seidman for presentation before a recent special meeting of the New 
York Chapter. These forms illustrate one way in which the informa- 
tion which will be required of small and medium-sized concerns can 
be accumulated. Mr. Seidman holds degrees from New York Uni- 
versity, Fordham University and St. Lawrence University. Entering 
the employ of Seidman & Seidman in 1918, he became a partner in 

922, and has devoted himself to public work since that time. He 
is the author of several articles published in accounting, tax and trade 
association publications and is at present an Associate Director of the 
New York Chapter. 
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SOCIAL SECURITY LEGISLATION AND BUSINESS 
COSTS 


By A. B. Gunnarson, Chamber of Commerce of the 
United States, Washington, D. C. 


inane Social Security Act has been declared to be the most far- 

reaching that has ever been placed upon our statute books. At 
the same time it has been characterized as being only the begin- 
ning, a cornerstone, or the framework of a plan which is to be 
expanded and augmented in the future. 

In the three months which have passed since passage of this 
Act, much attention has been given by various groups to explain- 
ing the measure and appraising its effects and implications. There 
are those who have hailed this law as a solution for many ills in- 
herent in our man-made economic system; others see in the meas- 
ure the opening wedge to a complete regimentation or socializa- 
tion of American citizens and their time-honored institutions; 
some express their regret that the Act is inadequate when meas- 
ured against their own fantastic schemes for providing a more 
abundant life; while here and there is raised a feeble voice ask- 
ing for enlightment as to who will pay the piper when the party 
is over. 


Effect of Act in Making Citizens Tax Conscious 


In spite of the wide discussion which the passage of this Act 
has stimulated, one wonders if there is any greater degree of con- 
sciousness regarding this measure than there is regarding other 
laws of the land. For the most part, the ordinary citizen is not 
aware of the existence of thousands of laws and ordinances which 
have been passed by our national Congress, our state legislatures, 
our municipalities and other governmenta! units, during the course 
of our development as the United States of America. Only when 
he violates a traffic ordinance, or fails to pay his taxes, or neglects 
some other responsibility of citizenship, is the citizen conscious 
of the strong arm of the law. 

Frequently it has been stated that federal income tax laws have 
been the cause of more persons coming in contact with the federal 
government than have any other laws enacted by Congress. Cer- 
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tainly all forms of business have had their awareness of Wash- 
ington increased and accentuated as a result of problems arising 
under those acts. As for ordinary citizens, however, relatively 
few of them are required to file income tax returns, while only 
about half of those filing returns pay any taxes. (Individual re- 
turns filed, 1933, 3,660,000; 1932, 3,877,000; individuals paying 
tax, 1933, 1,731,000; 1932, 1,936,000.) 

We can say then, that aside from those laws which touch par- 
ticularly the affairs of certain groups of citizens, government, as 
the aggregate of public agencies administering the laws, is usually 
a secondary influence in the daily life of the individual. Especially 
is the contact with Washington a distant one. 

Twelve months from now this will all be changed,—we will be 
on the eve of a new period which should make millions of Ameri- 
can citizens tax-conscious for the first time. In 1937, some 25,- 
000,000 workers in certain industrial and commercial enterprises 
will be required to pay into the Treasury of the United States a 
definite proportion of their daily earnings. There will be no 
choice in the matter. Each pay check or pay envelope received 
by these millions of workers will already have had deducted from 
it a tax of an amount to be determined in proportion to the wages 
received. These deductions will be made by the employer without 
first having received specific authorization for that purpose from 
each employee. Under explicit provisions of the law employers 
will be required to make such deductions and to remit the amounts 
so collected to designated government officials. In addition, the 
employer must contribute from his own funds an amount equal 
to the aggregate of the amounts which he has collected from all his 
employees. It would seem that this plan makes of employers pub- 
lic tax-collectors. So far as I have knowledge, employers neither 
volunteered to perform this service, nor were they consulted as to 
their willingness to undertake such duties,—nevertheless, such 
duties are prescribed in the Social Security Act which is now on 
our statute books. 


Voluntary Efforts for Alleviating Social Hazards 


It is frequently stated that business men are traditionally op- 
posed to any measures which are designed to improve the status of 
their employees and that as a consequence, they seek to impede the 
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administration of the Social Security Act. It was apparent, how- 
ever, from the continued interest shown by business men in the 
Act during its consideration by Congress that employers have a 
deep concern regarding the problems of providing means for mak- 
ing their employees more secure against the uncertainties arising 
from unemployment, old age, and other hazards. The scope and 
extent of application of measures which have been voluntarily 
adopted for relieving their employees of all or part of the burden 
resulting from economic insecurity constitute an impressive record 
of achievement on the part of American employers. These ac- 
complishments clearly indicate that employers have not been in the 
past, and are not now, unmindful of the need for dealing with 
the problems which the Social Security Act seeks to crystallize 
into a compulsory and rigid pattern. It is only logical, therefore, 
that employers having proceeded heretofore on a voluntary basis 
and along lines which permit them to give consideration to the 
needs of their own employees, should wish to examine the possible 
effects and implications of the new statutory approach which com- 
pels employers to adopt plans which leave small opportunity for 
flexibility in meeting the needs of their own employees. 

As a result of policies initiated voluntarily by business men, 
there are some 600 companies, employing over 3,000,000 persons, 
which have adopted retirement plans for their employees. There 
are assets of over $700,000,000 held in the reserves of about 300 
of the plans mentioned. 

From 1930 to 1934, employers in manufacturing industries 
alone paid out in wages an average of $1,200,000,000 annually to 
employees who were maintained on pay rolls in excess of the 
number required to produce current output. In other words, dur- 
ing five years of depression, manufacturers provided work and 
wages for more than 1,000,000 employees who otherwise would 
have been thrown entirely on their own resources. Surely such 
accomplishments are indicative of the employers’ sincere desire to 
assist in meeting the problem of unemployment, and in doing so 
in the most effective manner,—namely, the giving of employment. 


Liability for New Federal Taxes 


The most frequent questions concerning the Act which have 
been raised by employers and their financial officers relate to the 
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new federal taxes which will be levied. Employers want to know 
when the new Social Security taxes will begin to accrue, how 
much they will amount to, when payment will become due, and 
what records and reports (both internal and external) will 
be required. The Act itself furnishes answers to some, but not 
all, of these and other questions. For answers to many of them, 
employers must await the release of rules and regulations which 
will be issued by various government agencies. 


Effective Date of Taxes 


The first tax for which employers will become liable is an “ex- 
cise tax” imposed for unemployment benefit purposes under Sec- 
tion 901 on employers of 8 or more persons. This tax, amounting 
to one per cent of pay rolls, becomes effective on January 1, 1936, 
but actual payment of the tax applicable to the calendar year 1936, 
and preparation of tax return, are not required until in January, 
1937. From the initial rate of one per cent in 1936, this tax will 
increase to two per cent for 1937, and to three per cent for 1938 
and subsequent years. 

The second tax for which employers, without limitation as to 
the number of persons employed, will become liable is another “ex- 
cise tax”’ imposed under Section 804 for the purpose of providing 
so-called “old age pensions” to employees upon their retirement 
from employment at age 65. This tax, amounting to one per cent 
of pay rolls (excluding the remuneration in excess of $3,000 re- 
ceived by an employee during any calendar year), becomes effective 
on January 1, 1937. No information is yet available as to the dates 
on which payment of this tax is to be made, or as the manner of 
making reports thereon. The taxes imposed upon employers for 
employees’ retirement purposes increase from a rate of one per 
cent in 1937 to three per cent in 1949. Taxes at similar rates are 
levied upon employees. Under the law, as referred to previously, 
the employer is required to collect the employee’s share of these 
taxes by deducting the amount due from wages as and when paid. 

The new direct taxes to be levied on employees and their em- 
ployers by the federal government under the provisions of the 
Social Security Act are summarized in Exhibit 1. It should be 
noted that the total new taxes on employers will ultimately reach 
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six per cent of pay rolls ; and on employees, taxes to the amount of 
3 per cent will be deducted from their wages. 


Exuusit 1 
Direct Federal Taxes to Be Imposed Upon Employers and Employees 
Under the Social Security Act . 
Taxes in Per Cent of Pay Roll 


Taxes Upon 
Employers For Taxes For Retirement 
Unemployment Payments 
Calendar Benefit Upon Upon Total 
Years Purposes Employers Employees Taxes 
2 1 % 1 % 4 
1 1 5 
3 1 5 
3 1% 1% 6 
eee 3 2 2 7 
3 2% 2% 8 
3 3 3 9 


In reply, then, to the questions uppermost in the minds of busi- 
ness executives as to the immediate requirements of the Act, the 
following summary may be made: 


First—A federal tax of 1% of total pay rolls for 1936 will be im- 
posed upon all employers subject to the tax, i.c., employers of 8 or 
more persons in occupations not specifically exempted under the Act. 

Second—Tax return shall be filed and payment of at least one- 
quarter of the tax due shall be made to a collector of internal rev- 
enue not later than January 31, 1937. 

Third—For the year 1937, the above tax (for unemployment bene- 
fit purposes) increases to 2%. In addition, another tax (for re- 
tirement purposes) of 1% will be imposed on employers’ pay rolls; 
while beginning at the same time, an equal tax is imposed on em- 
ployees, with the employer acting in the capacity of tax-collector 
for the employees’ share. This tax does not apply to that part of a 
person’s salary which is in excess of $3,000; nor is it applicable to 
persons employed who are 65 years old or older. 

Fourth—In connection with the latter requirement, employers may 
wish to consider the advisability and necessity for developing edu- 
cational a, designed to inform their workers regarding the 
nature o ted = ovisions of the Act which levy taxes upon employees 
and which e obligatory upon employers the deduction of the em- 
ployees’ tax from payment of wages. 

_ Fifth—Even in the absence of official rules and regulations regard- 

procedure under the Act, employers can compute, with a reason- 
ab e degree of an their liability for taxes accruing under the 
Social Security Act for the year 1936. This liability should be 


taken into account in the preparation of budgets covering contem- 
plated operations during that period. For 1937 and subsequent 
years, higher rates of taxes will apply. Budgets should be prepared 
accordingly, and proper reserves for these taxes should be built up 
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As indicated previously, specific rules and regulations for the 
guidance of employers are not yet available. Concrete suggestions 
as to how to proceed under many provisions of the Act must, 
therefore, await the issuance of such instructions by the agencies 
authorized to administer the provisions of the Act. Because Con- 
gress failed to appropriate funds to the Social Security Board for 
administrative or other purposes delays may be anticipated in the 
release of the Board’s official pronouncements. 


Credits Against Taxes—Unemployment Benefits 

The Social Security Act, although imposing a tax upon em- 
ployers for unemployment benefit purposes, does not include any 
provision for the payment of such benefits to individuals. The 
money collected from employers as federal taxes will be used prin- 
cipally for making grants to states for the administration of state 
unemployment compensation laws. To be eligible to participate 
in these federal grants, however, the state must have a law which 
meets certain standards specified in the Act. 

In the event a state has a law which has been certified to by the 
Social Security Board as meeting the specifications laid down in 
the Social Security Act, employers in that state will be allowed to 
credit against the federal tax the amount of tax paid to the state, 
provided the total credit does not exceed 90% of the federal tax. 
If an employer makes payments into a state fund, for example, 
amounting to $1,000 and his liability for a federal tax is deter- 
mined to be $1,000, he is allowed a credit of $900 against the 
amount due the federal government,—making his total tax pay- 
ment $1,100 for the year. Regardless of his contributions under 
a state law, therefore, an employer must pay a federal tax of at 
least 10% of the full rate for the current year. 

The Act also provides that credits against the federal tax may 
be granted after 1937 to employers in states which have unem- 
ployment benefit laws permitting the establishment of guaranteed 
employment plans. Further, credits may be allowed to compensate 
employers who, because of favorable employment experience, are 
granted lower tax rates under their state unemployment benefit 
laws. The maximum credit allowable, however, cannot exceed 
90% of the tax payable to the federal government. 

It is intended that the provisions of the Social Security Act 
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will compel each state to enact an unemployment benefit law of 
its own. In fact, this objective was clearly in the minds of the 
proponents of the measure during the period it was being drafted. 
Of course, if a state does not have a state unemployment benefit 
law,—and some states may find it necessary to amend their consti- 
tutions before they can enact such laws,—employers are neverthe- 
less liable for the federal tax although no part of the money so col- 
lected will come back to the state as benefits of the kind payable 
under the Social Security Act. 

Employers, therefore, need to be familiar with both federal and 
state unemployment benefit legislation. Practically every state, at 
one time or another, has had under consideration, various measures 
of this kind. Nine states (Wisconsin, New York, New Hampshire, 
Utah, Alabama, California, Oregon, Washington, Massachusetts) 
and the District of Columbia now have such laws on their statute 
books. There are many indications that renewed efforts are being 
made in various states to secure passage of laws which will meet 
the approval of the Social Security Board. 


GENERAL CONDITIONS 


In this brief review of the Social Security Act, no attempt has 
been made to discuss all its provisions in detail. For those in- 
terested in particular aspects of the Act, reference should be made 
to the Act itself, and to analytical discussions of it which have 
been prepared by various organizations.* Then, as has been men- 
tioned previously, guidance regarding many questions must be 
sought in the rules, regulations, and interpretations which will be 
issued in due course by the various agencies charged with admin- 
istration of the Act. 

There are, however, some fundamental and practical problems 
which now face business management as a result of the enactment 
of this measure. The Act seeks to deal with certain industrial and 
economic problems in a manner which is entirely new for this 
country—it opens up a new field in the relations between Ameri- 
can citizens and their government. 

In the opinion of many competent authorities, some provisions 


* A pamphlet, “Social Security Act—Provisions Applicable to Employers,” 
may be obtained upon request from the Department of Manutacture, Cham- 
ber of Commerce of the United States, Washington, D. C. 
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of the Act are clearly unconstitutional in that they would give 
the federal government jurisdiction over matters not within its 
powers. Since final determination of such questions rests with the 
courts, they need not be discussed here. There remain, however, 
some questions of public policy which, in the last analysis, must 
be answered through the weight of public opinion. 


Private Pension Plans 


A problem of more than passing interest to many employers 
and their employees relates to the ultimate fate of the 600 private 
pensions plans previously referred to. The Social Security Act, 
after passing the House, was amended by the Senate to include 
provisions which would exempt from taxes employers who main- 
tained private pension plans, provided these plans granted benefits 
as liberal as those under the federal plan, and provided that the 
employer paid at least as much in premiums to maintain the pri- 
vate plan as he would have to pay in taxes under the federal plan. 

The Act was passed with the sections relating to exemption of 
private pension plans entirely omitted. To permit further study 
of the question, however, a joint committee of both houses was 
appointed. Recently, it has been reported that this committee will 
meet early in December. 

Pending determination by Congress of the ultimate fate of the 
many private pension plans now in existence, it would seem that 
companies which are now maintaining such plans could appro- 
priately analyze them in relationship to the provisions of the Act 
for the purpose of formulating their own future policies. 


Retirement Reserve Account 


Another problem which should be of utmost concern not only 
to the business community but to all American citizens relates to 
the so-called “Old Age Reserve Account” which is to be maintained 
by the Treasury Department for the purpose of providing for the 
payment of future retirement benefits. 

The Act authorizes Congress to make an annual appropriation 
for old-age payments becoming due in the future of “an amount 
sufficient as an annual premium to provide for the payments re- 
quired * * *, such amount to be determined on a reserve basis 
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in accordance with accepted actuarial principles, and based upon 
* * * tables of mortality * * *, and upon an interest rate of 3% 
per annum compounded annually.” Ostensibly, the intention is 
that after the Treasury Department has actuarially determined the 
amounts annually needed to build up the reserve fund, Congress 
will make appropriations of the required amounts. 

That Congress will set aside the amounts recommended, is not 
certain. Since 1920, the federal: government has been operating 
a retirement system for its civil service employees. According to 
the latest audit report of the fund, the accrued liabilities of the 
fund, actuarially determined, amounted to approximately $1,500,- 
000,000, while the assets were about % of that amount. Hence, 
there was at the time of the audit, a deficiency in the fund of almost 
$1,000,000,000—representing the amount which Congress would 
now have to appropriate to place this fund on an actuarially sound 
basis. 

Many persons having long experience with insurance problems 
question the need for a full reserve fund under a national pension 
system. It is estimated that the fund required under the Social 
Security Act will ultimately amount to almost 50 billion dollars. 
Interest requirements on this huge sum will exceed a billion dol- 
lars annually. The reserve fund, if it actually comes into exist- 
ence, will be a constant menace to public welfare since it will serve 
as an ever-present source of temptation to increase benefits, or to 
reduce the contributions required, or to be utilized for purposes 
other than those originally intended. It has been suggested that 
the only practical method of financing public retirement systems of 
the kind contemplated in the Act is to meet the current costs an- 
nually on a “pay-as-you-go” basis,—otherwise the true costs of 
the plan will be obscured. 


Federal Administration 


There is as yet little information available regarding other prob- 
lems of administration. Some there may be who can visualize 
what it will mean to maintain the 25,000,000 or 30,000,000 indi- 
vidual accounts which the Social Security Board will be required 
to keep under the federal old-age retirement plan. How large a 
building or how many buildings will be needed to house these 
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records and the personnel necessary to maintain them has not been 
made clear. As another of its duties, the Board will have to ex- 
amine and approve for payment the death claims of persons who 
are under the plan. Such claims, it is estimated, will amount to 
1,000 daily. 

Other federal agencies will have administrative problems. The 
Bureau of Internal Revenue will require additional personnel for 
collecting the new taxes imposed by the Act. The Post Office De- 
partment may be called upon to sell special stamps or coupons 
which can be used for payment of the old-age retirement tax. The 
Department of Labor will have new duties by reason of the Act’s 
provisions relating to child welfare and other activities. The 
United States Health Service will have need for more doctors and 
research workers to conduct the public health activities prescribed 
in the Act. The Act also contemplates expansion of the public 
employment exchange system operated under the Department of 
Labor. The Treasury Department, previously mentioned, will 
have the herculean task of investing safely sums which will ulti- 
mately aggregate almost 50 billion dollars. Further, the Comp- 
troller General of the United States will have the added responsi- 
bility of auditing all claims which arise as a result of placing the 
provisions of the Act in effect, and of verifying the accounts and 
transactions of all the federal agencies concerned. 


State Administration 


The preceding enumeration of agencies which have administra- 
tive duties under the Social Security Act include only federal de- 
partments and bureaus. In addition, of course, numerous state 
agencies will be involved. Each state passing unemployment com- 
pensation. laws will be required to set up its own administrative 
machinery. In addition, the several states, in order to obtain their 
respective shares of the federal subsidies for old-age assistance, 
child welfare, aid to the blind, and public health, will undoubtedly 
need to augment such administrative agencies as they may now 
have dealing with these matters, and also establish new agencies, 


Aggregate Costs of Present Act 


To the extent that reasonable estimates can be made on the basis 
of information now available, it is apparent that the aggregate 
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financial costs of maintaining the social security program em- 
bodied in the new Act will ultimately amount to billions of dollars 
annually. By 1950, only 15 years from now, the cost of carrying 
out the present provisions of the Act will amount to about 4.4 
billion dollars. Of this amount, approximately 2.8 billion dollars 
(or 64%) will come from the direct taxes on employees and em- 
ployers imposed by the Act, while the remaining amount must be 
raised by other means, in all probability through higher federal 
and state taxes of a general nature. 


Costs to State 


Estimates prepared by the Social Security Board, indicate that 
for the year 1933, 658,000 employees in the state of Massachu- 
setts would have come under the unemployment compensation fea- 
tures of the Act if it had been in effect during that year. A 3% 
tax levied on the wages paid to these individuals would have raised 
taxes amounting to $23,940,000 annually. Because employers 
having less than 8 employees are exempt from payment of federal 
taxes under the unemployment benefit provisions of the Act, but 
are not exempt from payment of the taxes for old-age retirement 
purposes, there would have been additional taxes paid by employers 
in this state amounting to at least another $24,000,000. In addi- 
tion, contributions of a similar amount would have been paid by 
employees as deductions from their wages. It is evident, therefore, 
that Massachusetts employers and their employees, assuming em- 
ployment in the future is at least as favorable as in 1933, will be 
called upon to pay in the form of new taxes a sum in excess of $72,- 
000,000 annually when the Social Security Act becomes fully op- 
erative. 


Effect of Costs on Employment 


The imposition of these taxes raises a real question as to what 
effect they will have on employment. Will these taxes, which 
bear a direct relationship to the amount of wages paid, operate to 
discourage or to expedite the re-employment of those who now 
have no jobs. If one of our principal national problems is to en- 
courage manufacturers, retailers, wholesalers, and business men in 
all other fields of industry and trade to undertake plans for in- 
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creasing the number of persons gainfully employed, it would seem 
a doubtful public policy to adopt measures which in any manner 
operate to place barriers in the way of attaining wider employment. 


Future Trend of Social Legislation and Costs 


If the estimates of costs which have been mentioned are reason- 
ably accurate, it is apparent that business faces tax burdens which 
will be exceedingly heavy. Not only business firms, but also their 
employees will be confronted with demands for direct taxes. As 
these levies upon industry are reflected in higher operating costs, 
prices of commodities and services will undoubtedly respond. No 
citizen can escape the consequences. 


If the estimates of costs which have been referred to could be 
considered as being definite and final, there might be a slight meas- 
ure of reassurance in that fact. Business management could then 
proceed with plans for the future, and could anticipate the precise 
tax burdens which social legislation will place upon industry and 
upon our citizens. The future, however, is obscured in a mist of 
indefiniteness and uncertainty. Earlier, the Social Security Act 
was referred to as a measure which, in the minds of its most ardent 
advocates, is viewed as only the beginning of a more comprehen- 
sive program. When he signed the Act, on August 14, the Presi- 
dent said that the measure “represents a corner-stone in a struc- 
ture which is being built, but which is by no means complete.” It 
is doubtful if employers, employees, and the general public have 
more than a hazy and meager conception of the size of the corner- 
stone which has been laid, and surely none whatever of the archi- 
tecture of the structure which is to be erected above it. 


Many there are who are pinning their hopes on certain ambi- 
tious schemes for providing generous old-age and unemployment 
benefits which are now being advanced in different sections of the 
country. The holding out of promises which have no possible basis 
for fulfillment constitutes a threat to the sincere efforts being 
made to meet these problems in a realistic and practical manner. 
The false hopes being engendered among persons of advanced 
years are aptly satirized in a short poem which recently came to 
my attention: 
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Cheer up, Grandpa, don’t you cry! 
You'll wear diamonds by and by. 
Uncle Sam has money mills 
Made to grind out brand new bills. 
He will help you in your cause 
With his old age pension laws. 

} No more worry over bills, 
Butchers’ duns or doctors’ pills. 
No more panic over rent, 

Leave that all to Government. 
Dine on squab and caviar, 
Sport a streamline motor car. 
When the blizzards bliz a bit, 
Off to Palm Beach gaily flit, 
Lead a life of pleasure bent, 
But you must spend every cent! 
Whoopee, Grandpa! Stay alive! 
Life begins at sixty-five! 
(Author and source unknown.) 


Even though the most fantastic schemes make no headway at 
the moment, there can be no expectation that the costs of social 
legislation, of which the present Social Security Act is but a begin- 
ning, will decrease in future years. There is every reason to be- 
lieve that the ultimate costs will exceed the estimates given. 

One further word of caution may not be amiss at this point. 7s 
When examining the prospects for higher taxes in future years Pe: 
for social benefit purposes, other tax requirements for both federal 
and local purposes should not be omitted from your considera- 
tions. During recent years, expenditures of federal funds have far 
exceeded receipts with the results that the public debt of the federal 
government as of October 31, 1935, reached a peak of 28.4 billion 
dollars—an all time high. It is obvious that the liquidation of this 
enormous debt will entail added tax burdens for many years to 
come. 


Accounting Records and Reporting Forms 


Concern is being expressed by many business executives over 

) possible requirements, which will arise under the Act, for additional 
accounting records in their own businesses. Already the burdens 

placed on corporations for furnishing reports to a multitude of 

federal, state, and other governmental units, as well as to other 

outside agencies, have become exceedingly heavy. Many compa- 

nies are now spending thousands upon thousands of dollars an- 

nually for the compilation of data and preparation of reports sought 
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by outside organizations which have a real or fancied interest in 
the affairs of these business enterprises. In view of the present- 
day trend of government more rigorously to circumscribe and regu- 
late the conduct of all forms of industry and commerce, there seems 
to be every indication that there will be no surcease in the future 
for requests and demands for reports covering many phases of 
business operations. 

Certainly, the requirements for data under the Social Security 
Act and under state unemployment compensation laws will be 
many, and because of the experimental nature of these laws, em- 
ployers will probably be called upon in the next few years for a 
variety of types of information which can only be obtained after 
changing and adjusting existing accounting and statistical records 
again and again to meet the requirements of the moment. 

Warnings have recently been sounded to the effect that begin- 
ning January 1, 1936, employers must keep elaborate records, that 
they must change their accounting methods, that they must use 
special kinds of forms, in order to be in a position to comply with 
the provisions of the Social Security Act which become effective at 
that time. From an examination of the Act, it would seem that 
the only concern of the federal government is that on or before 
January 31, 1937, each employer subject to the federal unemploy- 
ment benefit tax shall make a return showing the total wages 
paid during the year 1936, and shall pay a tax equivalent to one 
per cent of the wages paid. 

Assuming an employer has an adequate system of accounting, 
and maintains personnel records containing reasonably complete 
information about his employees, there would seem to be nothing 
in the federal law which would indicate any need for changes in 
accounting procedure, or which would warrant the introduction 
of new forms or records of any kind at this time, or until definite 
instructions are issued by administrative agencies. As indicated 
earlier, the immediate problem becomes one of estimating the 
amount of taxes which will accrue during the year and of in- 
cluding such estimates in operating and financial budgets for next 
year. 

These references, of course, are pertinent only with respect to 
the unemployment benefit provisions of the federal Act, and not 
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to unemployment compensation laws which have been or will be 
enacted by the several states. Where states have such laws, em- 
ployers must look to the state laws and to the respective state au- 
thorities for guidance. 

On the other hand, the Social Security Act, in its provisions 
relating to retirement benefits, will make demands upon employers 
for data, but since these sections of the Act do not become opera- 
tive until January 1, 1937, there will be ample opportunity for 
employers to become familiar with specific requirements. Officials 
of the Social Security Board are fully cognizant of the problems 
which the Board faces in maintaining the millions of individual 
records necessary for their own administrative purposes, and also 
of the problems which industry must solve in preparing the data 
needed to operate the gigantic federal old-age plan. It is the 
avowed intention of the Board to cut requirements to a minimum 
and to make the task as light as possible for employers. Any other 
course would but lead to confusion in administration and to plac- 
ing unwarranted burdens on industry. Even in its simplest form, 
however, there can be no escape from the fact that employers not 
only must pay out cash for the direct taxes levied by the Act, but 
they also must bear many indirect costs incurred as a consequence 
of their own participation in the administration through the fur- 
nishing of data, and the collection of taxes from their employees. 


Other Practical Problems 


Mention could be made of other fundamental problems which 
suggest themselves when the provisions of this Act are studied. 
The sharper the searchlight of analysis is focussed upon the Act, 
the more apparent become its defects and inequities. Admittedly, 
the Act was a hastily-drawn piece of legislation. In compromising 
and attempting to satisfy the diverse points of view presented be- 
fore committees of Congress, that body passed a statute which 
violates certain fundamental economic principles, and which in 
some of its most important provisions, rests on unsafe legal founda- 
tions. 

My purpose in calling attention to certain features of the Act 
is not to belittle the objectives, but to stimulate thought on a 
national problem which will be before us for many years to come. 
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As accountants you may consider it your duty to go no further 
than to familiarize yourselves with the technical details of the Act 
regarding how and when to pay taxes and to prepare records,—I 
have no desire to minimize your professional responsibility in that 
direction. 

As American citizens, however, you have a citizen’s duty of in- 
forming yourself fully regarding the Social Security Act and every 
other measure which seeks by compulsion to direct and guide your 
life and mine along pathways laid down by means of legislative 
enactment. If the path laid down for us is not to our liking, the 
responsibility rests with us to make known our desires to those 
who make the laws and to those in authority. 

Finally, as American citizens practicing the profession of ac- 
counting, whether in a public or a private capacity, you have the 
double duty of informing yourself fully on matters of this kind, 
and then of giving your employer or your client the benefit of your 
analyses and your conclusions. Certainly, where an Act of Con- 
gress has as many ramifications as are to be found in the Social 
Security Act, and where these impinge at many points upon the 
economic and social welfare of a great host of American citizens, 
it may be questioned if you are discharging your professional re- 
sponsibility if you do not give unstintedly of your intellectual and 
professional substance in assisting to clarify these complicated 
problems which are of utmost concern to all of us. 


PAY-ROLL INFORMATION REQUIRED BY SOCIAL 
SECURITY LAWS 


By A. Van Court Miller, Chief Accountant, 
New York Herald Tribune, New York, N. Y. 


OX of the many services that has been making a special study 
of the accounting and records that may be required under the 
general provisions of the Social Security Laws has this to say on 
the subject: 
“The maintenance of proper records is one of the many big prob- 


lems confronting employers under the recently enacted Social Se- 
curity Laws. The magnitude of the task is only partially indicated 
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by the fact that about 30,000,000 people wil be affected by unem- 
ployment insurance laws and about 35,000,000 by old-age benefits. 

Estimating one entry a week for unemployment insurance by the 
employer, one a month by the state, and one a year by the federal 
government, the total entries per year will be 1,950,000,000. In 
addition, there will be about 1,855,000,000 entries made by employers 
and the federal government in connection with old-age benefit. 
Truly a tremendous task. 

Record keeping has always been an individual problem with each 
employer, and it will continue to be, but certain fundamentals can be 
discussed as affecting all records. 

It must be remembered that employers are faced with three sepa- 
rate items of liability of their own and an additional one on behalf 
of each employee. They must contribute to: 1. state unemployment 
insurance; 2. federal unemployment insurance; 3. old-age benefit. 

The employer must collect from the wages of each employee and 
pay to the federal government on the employee’s account a contribu- 
tion to the: 4. old-age benefit. 

Each of the four items enumerated requires information, and for 
failure to have available such information, the employer is subject 
to separate penalties. 


Little Information Now Available 

Despite the fact that there have been countless discussions, inter- 
views, conferences, and conversations, and the issuance of reams 
and reams of printed material of one sort and another in recent 
months, I am presenting here information which is still in the 
development stage, although it had been hoped that we could pre- 
sent to you a picture that could be considered definite and con- 
crete. We refer to the information, records, and reports which 
will be required of employers to meet with the rules, regulations, 
and procedures that will ultimately be issued under the provisions 
of the New York State Unemployment Insurance Law, the Federal 
Social Security Act, and other states’ laws. 

There have been certain definite developments, however, that we 
can outline to you, dealing with the type of information and record 
that should be maintained by all employers to enable them to com- 
ply with any possible requirements of the respective state and fed- 
eral administrations. 

I think it would be well to state at this point that there are a 
number of employers who have given careful consideration to the 


subject of information and reporting with respect to the adminis-— 


tration of the laws. Many of these employers feel that much of 
the indicated information is not necessary and should not be re- 
quired, especially with reference to that portion of the employees 
of an employer who, because of the stability of their employment, 
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will in all likelihood never apply for any benefits under the unem- 
ployment law, and who further feel that such information as I 
shall herein outline should only be required at most with respect 
to those employees who are separated from the pay roll for any 
reason and who by such action become potential claimants under 
the law. 

I feel I should also say to you in bringing this information to 
your attention that it does not indicate either advice or recommen- 
dation that the information be furnished. That is a matter for 
each management to determine after careful study of the law and 
consultation with such authorities as they may deem necessary be- 
fore proceeding to comply either with the provisions of the law 
itself or rules or procedures issued thereunder. 

The only procedure, as I understand it, officially adopted to date, 
by either the State or Federal Administrations, is presented in In- 
structions 1 and 2 of the New York State Administration. 

Instruction 1 brings to the attention of the employer the desir- 
ability, or we might say the necessity, of maintaining, beginning 
with January 1, 1936, accurate records with respect to each in- 
dividual employee, and reads as follows: 

Each employer covered by the New York State Unemployment 
Insurance Law shall keep on his employment and pay roll -records, 
with respect to each individual insured employee, beginning January 
1, 1936, the following items : 

(a) Insured employee’s name. 

(b) Wages earned during pay-roll period. 

(c) Number of days worked during pay-roll period. 

(d) Total number of hours worked during pay-roll period. 

(e) Full scheduled hours per week for, employees or group of 
employees. 

(f) Date when employee quits or is “laid-off,” either perma- 
nently or temporarily, or is discharged. 

(g) Cae re is hired or reinstated after “lay-off” or is 
rehired. 

h) Place of employment (city or town). 

Note 1: Space should reserved on the employer’s records for em- 
em. insurance number, which will probably be issued for New 

ork State Unemployment Insurance identification and possibly for 


Federal Social Security Legislation. 
Note 2: Provision should be made by employers for totalling 


above items (a), (b), (c) and (d). 

Instruction 2 deals with the form of registeration or initial em- 
ployer statement which will be required for the purpose of securing 
information through which a registration number can be assigned 
by the Director to each employer, and reads as follows : 
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For Contributing Employers.* 


Each employer covered by the New York State Unemployment 
Insurance Law shall submit on or before January 1, 1936, informa- 
tion requested on “The Initial Statement by Contributing Em- 
ployers” (enclosed). 

For Employers Who Are Not Subject to the Law. 
Each employer who believes that he is not subject to the Law is 


requested to submit on or before January 1, 1936, the enclosed 
“Statement by Employer Who Is Not Subject to the Law.” 


*<n employer subject to the Law is one who has employed, within 
any 13 calendar weeks during the year 1935 or any subsequent year, 
4 or more persons engaged in employments defined by the Law. 
The following employments are excluded: 

(1) Employment as a farm laborer ; 

(2) Employment by an employer of his spouse or minor child; 

(3) x... a performed for non-profit organizations as defined 

in the Law. 

Illustrations of “The Initial Statement by Contributing Em- 
ployers” and New York State’s Exhibit III on which information 
regarding pay rolls is summarized are shown at the end of this 
article. 

The New York State Administration has not yet reached a 
final determination as to how much of the individual information 
with respect to pay rolls they will require be filed currently or 
periodically on and after January 1, 1936, nor the actual form in 
which the information will be filed. It is my understanding that 
the Director of Unemployment Insurance is actively engaged at the 
present time in reducing his proposed requirements along these 
lines to definite form for further discussion with employers, in an 
effort to develop the simplest and most practical form and pro- 
cedure to be used. 

In the meantime the administration has stated that they will not 
require any reports to be filed, other than the employer registration 
form, or any taxes paid under the New York State Law prior to 
April 1, 1936. It is my understanding that one of the reasons for 
this delay is to permit sufficient time to elapse for a determination 
of the requirements of the National Social Security Board with re- 
spect to their certification of the New York State Act and its ad- 
ministration as provided for in the Federal Social Security Act, 
and also to avoid the necessity for any changes should the New 
York State Law be amended in any respect at the forthcoming 
session of the Legislature in January, 1936. 
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CLMER F. ANDREWS STATE OF NEW YORK GLENN A. BOWERS 


DEPARTMENT OF LABOR 


Registration Humber. 


(70 be assigned by Division) 


Return in the enclosed envelope on or vefore Jamury 1, 1936 
to the Division of Unezp 


(Please typewrite or fill in all Dlank spaces; or write "none" 
that is the case). 


1. Mame of Buploy 


2. 
Stree City or Town County State 


(attach schedule if not gufficient space) 
4. State the exact neture of your bu 


5. If Industrial, state principal products 


6. Does any person, firm or corporation either directly or through 
@ holding company or otherwise, own a majority control or omner- 
ship of your basiness? If so, state tne name and address of such 
person, firm or corporation, 


4 
ie MEW CITY 
242 MADISON AVENUE 
DIVISION OF UNEMPLOYMENT INSURANCE 
TIVE OFFICE. 
ALBANY, NEW YORK 
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Do your either directly or through a holding company or otherwise 
own a Majority control or ownership of any mibsidiary firm or 
corporation? If so, state the name and address of such subsid- 
iary. 


7. State the number of persons you employ insured under the law as of 
December lst, 1935. 


8. 
Are there any employees under your supervision whom you do not regard 
as your employees end therefore heve not reported on same? 


9. If so, whom do you regard as their emloyer? 


10, List on the attached schedule the payroll or payrolls now made up 
currently by you end indicate in the appropriate space the required 
information in respect to each payroll. Do not include payrolls 
which cover employees not insured under the law. 


(See Exhibit III.) 


"Firm Name 


“Signature 


Officiel Position, 
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Column 1 - 


EXPLANATION 


List in this column each payroll made up by you 
currently. 


Many employers because they have employees in 
various localities or because of diversity of 
operations, or on account of size of establish- 
ment make up a number of payrolls currently, 
each payroll covering only a part of their 
employees. Other employers make up a single 
payroll. In either case list the one or more 
payrolls you make up and indicate by number, 
letter or other identification if more than 
one. 


Indicate wnether payroll period is week, bi- 
week, semi-montc, or month, for each payroll. 


Indicate what division or divisions of your 
business are covered by eacn of your payrolls. 
If, for example, you make up one payroll for 
your clerical employees and another for your 
factory employees, report each payroll on a 
separate line. 


Indicate for those employees included on each 
separate payroll the locality in which they 
work. 


Indicate average number of employees each pay 
period. 


State total number of hirings and reinstatements 
which occurred during year regardless of number 
of individuals involved. 


State total mumber of quits, lay-offs, or dis- 
charges which occurred during year regardless 
of number of individuals involved. 
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ILLUSTRATIVE PAY-ROLL AND EMPLOYEE 
RECORD FORMS 


Prepared by J. S. Seidman 


The forms shown on the following two pages should be read in 
the light of the notes appended. The forms are intended to apply 
to small and medium-sized concerns and are suggestive only ; 
under other state laws, or in the light of new or different require- 
ments, somewhat different forms might be needed. 
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General Notes 
(1) These forms are intended to apply to the 
average case of a small or medium-sized industrial 
or commercial concern that is subject only to the 
Federal and New York State Social Security Laws. 
(2) The forms are designed to furnish solely the 
z | information expressly required by these laws, or 


(yy) 


any additions that the Administrative Bureaus have 
thus far indicated might be called for. Adjustment 
would therefore be needed if the requirements were 
hereafter expanded. 

(3) The forms do not attempt to include any ad- 
ditional information needed or desirable for pay 
= roll, compensation insurance, income tax, personnel, 
audit, or other purposes. The existing practice 
along those lines need in no way be changed, except 
to adjust for information called for by the forms 
here outlined and not now obtained. 

Pay Roll Record 
(1) In cases where compensation also consists of 


(3) 


ea 


(10) 


— 


2140.18 


sont 
@) 


He: | = “ non-cash items, or there generally are pay roll 
< 23 sip S deductions other than the tax, additional columns 
P & should be provided for these items. 
es 2 & (2) No column is provided for amounts exempt 
from the Federal Unemployment Insurance tax, as 
{1 the few exemptions applicable in the ordinary case 


= could be readily spotted and deducted from the 
total of column 7. In the case of exemptions from 
Federal pension tax, the reason (column 10) may 
be indicated by symbol with reference to a set 
tabulation of exemptions. 
(3) The various tax accruals are determined as 
follows : 
(a) Federal Unemployment—the tax rate 
applied to the total of column 7 (after 
adjusting for Note 2). 
(b) Federal—old age (on employees )—total 
of column 11. 
(c) Federal—old age (on employers)—the 
tax rate applied to the difference be- 
tween the totals of columns 7 and 9. 
(The tax should equal the total of 
column 11.) 
(d) State Unemployment—the tax rate ap- 
plied to the difference between the 
totals of columns 7 and 8. 
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Exuzsir No. II 
Employee Record 

(1) This form can be dispensed with in the smaller cases. The only 
information absolutely essential is the employee’s insurance number (Federal 
and State), and this can readily be kept tabs of otherwise. Items like “posi- 
tion,” reason for termination of employment,” etc. can be indicated on the 
applicable pay rolls, or otherwise preserved. 

(2) On the other hand, in some cases it may be deemed desirable to 
cumulate pay roll amounts to employees during the year (especially for 
State purposes in the case of non-manual employees getting close to the 
$2,500 range, or to know when the $3,000 mark has been reached for Federal 

urposes). This can be taken care of through columnar arrangement on the 
mployee Record, or more flexibly and informally by accumulating the data 
currently on columnar analysis sheets. 
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